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Research on Customer Segmentation Method in Retail Industry Based on Data Mining

CAI Jiu-lin, ZHANG Lei, ZHANG Qiu-lan

(School of Management Science and Engineering, Qingdao University, Qingdao 266001, China)

Abstract: Due to the problem in the roughness of customer segmentation indicator and low accuracy in retail
industry, a customer segmentation method in retail industry is propoesed on the basis of clustering analysis of data
mining, and a set of RFM based on multi-indicator customer segmentation index system is constructed by using
entropy value method to give indicator weight and then by using K-Means algorithm to conduct customer
segmentation. Empirical research results show that this method is better than the traditional RFM based on
segmentation method in the perspective of distinguishing capacity for customer behaviors feature and clustering
compactness, and this method, with feasibility and validity, can better solve the problem in customer segmentation
in retail industry and improves the customer relation management and marketing decision-making quality.

Key words: customer segmentation; RFM; entropy value method; K-Means
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